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DOLLAR FLOWS AND INTERNATIONAL FINANCING
Foreign gold reserves and dollar holdings
continued to grow in 1954 as the balance of
payments position of many nations of the
free world remained favorable. Foreign
countries and international institutions
added 2.2 billion dollars to holdings, com-
pared to additions of 2.6 billion in 1953.
Since March 1952, when the recent sus-
tained movement began, these holdings have
increased about 6.5 billion dollars, and about
four-fifths of this amount has represented
gold and dollars acquired through transac-
tions with the United States. Over the three-
year period, however, there has been a de-
cline in the extent to which transactions
with this country contributed to the growth
in gold and dollar holdings. In 1954 such
transactions accounted for L6 billion dollars
of the increase in holdings, 600 million dol-
lars less than in 1953, but the effect of this
decline was offset in part by an increase in
net purchases of gold from new production.
In early 1955 transactions of foreign coun-
tries with the United States did not result
in additions to foreign monetary reserves.
The gold and dollar holdings of foreign
countries have grown more rapidly than
their imports in recent years, facilitating a
gradual relaxation of trade and exchange
restrictions. Greater freedom in interna-
tional currency transactions, in turn, has
helped to create an environment favorable
to an international flow of short-term funds.





Sept. 30 Mar. 31
1949 1952 1953 1954
NOTE.-—Year-end data, except when ol.herwi.se specified.
Reflecting in part these trends, United
States commercial banks have increased their
lending abroad. These credits supplement
the dollar resources of foreign governments,
banks, and businesses. More active interest
cf commercial banks in foreign financing is
one aspect of a gradual revival of institutional
arrangements that contribute to effective op-
eration of international money markets.
FOREIGN TRANSACTIONS WITH THE
UNITED STATES
Net transfers of gold and dollars from
the United States to foreigners declined
to 1.6 billion dollars in 1954, from 2.2 billion
in 1953, primarily as a result of a larger
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United States trade surplus. Merchandise
exports (exclusive of grant-financed military
supplies) increased to 12.7 billion dollars in
1954, as foreign demand was sustained by
the continued rise in production abroad.
United States imports, on the other hand,
declined to 10.3 billion.
The United States balance on current ac-
count showed a surplus of more than one
billion dollars in 1954, as indicated in the
accompanying table. This surplus contrasts
with a small deficit in 1953, the only post-
war year when there was a net transfer of
dollars to foreigners as a result of current
transactions.
The current account surplus in 1954 was
more than offset by payments to foreigners
through capital and aid transactions. These
payments showed a net increase in 1954,
reflecting a rise of 1.1 billion dollars in the
net outflow of United States private capital
and a decline of 600 million dollars in
Government nonmilitary grants and loans.
A substantial portion of the increase in the
outflow of private capital was attributable
INTERXATIOVAI, TRANSACTIONS OF THE UNITED STATF.S
[Tn billions of dollars]
Transaction
Current receipts from foreigners. . .
Merchandise exports.
Services




Balance on current account
Net payments (—) to foreigners through capi-
tal and aid
U. S. Government grants and loans
U. S. private capital






























1 Includes other recorded transactions, primarily foreign long-
term investments in the United States, and errors and omissions.
NOTE.—Department of Commerce data, except transfers of gold
and dollars to foreigners, which are Federal Reserve data. Grant-
financed military supplies and services are not included. Data for
1954 are preliminary. Details raav not add to totals because of
rounding.
to an expansion in foreign lending by United
States commercial banks, whose claims on
foreigners rose 460 million dollars during
1954, compared to a decline of 245 million
in the preceding year. These claims repre-
sent primarily advances to foreign borrowers
and placement of funds abroad in bank de-
posits and short-term securities. About 360
million dollars of last year's increase repre-
sented short-term financing, and the remain-
ing 100 million medium-term credits fully
secured by gold or equivalent collateral.
The growth of short-term claims reflected
varied transactions with a large number of
countries. The largest was in claims on
the United Kingdom, which rose almost
100 million dollars, representing primarily
an increase in deposits held by United States
banks with their British correspondents.
Short-term loans to foreign banks and com-
mercial firms were widespread. The net
rise in longer term claims of commercial
banks included disbursements to Japan of
about 75 million dollars on cotton credits
guaranteed by the Export-Import Bank and
payments of about 65 million on gold col-
lateral loans to Brazil.
Apart from activities of commercial banks,
there were also net disbursements of about
120 million dollars on Federal Reserve loans
on gold collateral to foreign central banks.
There was some recovery last year in
the outflow of United States long-term port-
folio capital; during 1953 there had been a
moderate net return flow of United States
capital. In the fourth auarter Belgium and
Australia issued 55 million of dollar bonds
in the United States market, the first issues
of dollar bonds—other than by Canada and
Israel—since the early postwar years. The
movement of direct investment funds abroad
amounted to 670 million dollars in 1954,
somewhat less than in 1953.
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PURCHASES OF NEWLY PRODUCED GOLD
Foreign countries (excluding the U.S.S.R.)
added more than 600 million dollars to their
reserves in 1954 through purchases of gold
abroad. Most of this represented new gold
production, but a small amount represented
purchases by foreign monetary authorities
from private holders and perhaps some ac-
quisition of Russian gold. During 1953 for-
eign countries had added more than 400
million dollars to gold reserves from new
production and other foreign sources.
Reflecting largely an increase in South
African output, foreign gold production (ex-
cluding the U.S.S.R.) rose 60 million dollars
in 1954 to an estimated 850 million, the high-
est level since 1942. After taking into account
net additions to official monetary reserves,
about 250 million dollars of new production
went into private uses last year. This amount
appears to be close to normal requirements
for gold in the arts and industry.
The flow of gold into private channels
was substantially below 1953. With abate-
ment of private demand, the premium on
gold in most of the free markets of the
world has virtually disappeared.
COMPOSITION OF GOLD AND DOLLAR
MOVEMENTS
About 40 per cent of the over-all increase
in foreign gold and dollar holdings in 1954
took the form of additions to gold reserves,
compared to 60 per cent in 1953. The rel-
ative decline reflected a reduction in net
foreign purchases of gold from the United
States to 327 million dollars from 1.2 billion
dollars in 1953. Germany purchased the
largest amount—226 million dollars; Mexico
was the only large seller—80 million in the
second quarter. Small net purchases over the
year were made by Portugal, the United
Kingdom, and Venezuela. The United States
gold stock declined by about the amount of
net purchases by foreign monetary authorities
and at the year-end amounted to 21.8 billion
dollars, or 58 per cent of world gold reserves
(excluding the U.S.S.R.).
Dollar holdings of foreigners rose more
than 1.2 billion dollars in 1954, almost all
of which was in holdings of foreign central
banks and governments. About two-thirds
of this rise was in foreign deposits at com-
mercial banks; in 1953, by contrast, more
than half of the net increase in dollar hold-
ings was invested in short-term United States
Government securities.
Preferences of foreigners as to the alter-
native forms in which dollars may be held
changed during 1954, as may be seen in the
accompanying table. In the first half of
the year, with short-term market rates de-
clining, time deposits continued to rise as
they had in late 1953. In the second half
of the year most funds were placed in de-
mand deposits, but the firming of short-term
NET TRWSFFKS OT
; GOLD AND DOLLARS FROM THE UNITED
STATES TO FOREICNKHS, BY FORM OF HOLDING
[In millions of dollars]
Item
Net transfers of gold and dollars
to foreigners, total
Net gold sales to foreigners....
Net increase in dollar holdings,
total
Demand deposits:
Federal Reserve Banks.. . .
Commercial banks
Time deposits












































NOTE.—Figures for time deposits represent changes in time de-
posits of foreign banks at Federal Reserve member banks, as re-
ported in member bank call reports. Time deposits of other
"foreigners" and any time deposits held in nonmember banks are
included in "Demand deposits—commercial banks." I.'. S. Gov-
ernment securities include primarily reported obligations maturing
in not more than one year; a small amount of longer term obliga-
tions reported as purchased within 20 months of maturity is also
included. Other dollar holdings represent principally bankers'
acceptances and short-term commercial paper.
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market rates led to increased investment in
short-term United States Government securi-
ties and, to a minor extent, in bankers' ac-
ceptances.
REGIONAL CHANGES IN HOLDINGS
Gold and dollar positions of individual
countries and areas are affected by gold and
dollar transfers among foreign countries as
well as by foreign transactions with this
country and purchases out of new gold pro-
duction. As the table on page 248 shows,
Continental Western European countries
added 1.6 billion dollars to their holdings
last year, about the same increase as in 1953.
The rise in Sterling Area holdings during
1954, however, was considerably less than
in the preceding year. Changes for other
countries and areas were relatively small.
European and Sterling Area countries.
Germany added more than 770 million dol-
lars to its holdings, reflecting largely con-
tinued United States military expenditures
there and a trade surplus with other Euro-
pean countries. France, which during the
fourth quarter received large aid payments
related to military expenditures in francs
in Indochina, increased its reserves 305 mil-
lion dollars, compared to an addition of 80
million during 1953. With the exception of
Belgium, Norway, and Turkey, all other
Continental Western European countries
added to their gold and dollar holdings over
the past year.
An increase of about 525 million dollars
in Sterling Area holdings in the first half of
1954—including about 220 million of gold
purchased from new production—was fol-
lowed by a decrease of 330 million in the
second half. During the latter period the
United Kingdom reduced outstanding in-
debtedness to the European Payments Union
about 100 million dollars and repaid almost
110 million dollars to the International
Monetary Fund; in addition, it made annual
year-end principal and interest payments of
140 million dollars on debts to the United
States.
Other countries. Largely because of
smaller accumulations in 1954 by Argentina
and Venezuela and a decline in Cuba's dol-
lar balances, Latin American gold and dollar
holdings increased only 60 million dollars
compared to more than 250 million in 1953.
Mexico's holdings rose somewhat over the
year; accumulations were substantial in the
second half of the year, after devaluation
of the peso in April.
Japan's holdings, which showed a sub-
stantial decline in the fourth quarter of 1953,
continued to decline in the first half of 1954.
This reduction was partly offset in the second
FOREIGN GOLD RESERVES AND DOLLAR HOLDINGS
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half, however, as exports rose and imports
were cut back.
Canada continued to add to its gold re-
serves in 1954 through acquisitions from
domestic gold production. In contrast with
1953, Canadian balances in the United States
also rose over the year.
An increase of 230 million dollars during
1954 in the gold and dollar holdings of in-
ternational institutions reflected in part cer-
tain unusual transactions. In addition to
the United Kingdom's voluntary repayment,
other Sterling Area countries repaid 70 mil-
lion dollars over the year to the International
Monetary Fund, and the Netherlands pre-
paid 52 million dollars on an International
Bank dollar loan.
MONETARY RESERVES AND INTERNATIONAL
FINANCING
The gold and dollar holdings of foreign
countries include official gold and dollar
reserves held by monetary authorities as well
as private dollar holdings of banks, business
concerns, and individuals. At the end of
1954 official reserves constituted almost 85
per cent of total foreign gold and dollar
holdings.
Both official reserves and private holdings
provide financing for international trans-
actions, but there are significant differences
in their respective roles. The day-to-day
requirements of trade are financed directly
through private institutions, whose own dol-
lar holdings are, in effect, working balances
for such transactions. Foreign exchange
reserves of monetary authorities, on the
other hand, do not provide direct financing
for foreign trade or other international trans-
actions. Rather, these reserves are an ul-
timate source of exchange to private financial
institutions; they may be called upon when
private holdings are inadequate, and they
are replenished as private holdings rise in
response to favorable balance of payments
developments.
Commercial banks, under conditions of
relative freedom in foreign exchange mar-
kets, obtain foreign funds primarily by mak-
ing purchases in these markets or by borrow-
ing from foreign banks. Monetary authori-
ties provide supplementary amounts of ex-
change as may be required to cover the excess
of demand over the supply in the market
and to maintain stable exchange rates. Un-
der such conditions, a bank selects its source
of funds on the basis of comparative cost;
that is, the cost of using domestic funds to
purchase foreign exchange is compared to
the cost of borrowing from foreign banks.
Under conditions of exchange restrictions,
however, such as have prevailed throughout
the world during most of the postwar period,
commercial banks have been limited in their
exchange holdings and in their borrowings
from abroad. By and large, private institu-
tions in foreign countries have had to sell
newly acquired foreign exchange to mone-
tary authorities and, in turn, have had to
purchase foreign exchange from the authori-
ties when needed. As a result, shifts in pay-
ments positions have been reflected largely
in movements of official monetary reserves.
Progressive strengthening of monetary re-
serves since early 1952, however, has con-
tributed to the gradual relaxation of ex-
change restrictions and to greater freedom
for banks to acquire or borrow foreign
currencies and to dispose of exchange hold-
ings. Thus, an environment has been grad-
ually evolving in which funds may move in
response to availability of credit and to in-
terest rate differentials in the various mar-
kets of the world.
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FOREIGN LENDING BY UNITED STATES BANKS
Partly reflecting this trend toward greater
freedom in financing abroad, United States
commercial banks in the past year have be-
come more actively interested in the inter-
national financial field. Last year's growth
in claims on foreigners reported by United
States commercial banks was the largest of
the postwar period and brought the out-
standing amount of such claims to 1.7 bil-
lion dollars.
Expansion of foreign financing by United
States commercial banks in 1954 was oc-
casioned in part by the need of United States
exporters to offer competitive credit terms
to foreign customers and in part by more
attractive opportunities for placing funds
in foreign money markets. Of particular
interest in this respect was the somewhat
greater activity of domestic banks in the
exchange market during late 1954 and early
1955, when funds were placed in London
at a higher yield than was obtainable in
New York.
The availability of credit from United
States banks contributes to maintenance of
United States foreign trade and supplements
the financial reserves of foreign banks for
financing world trade. From a long-run
point of view, the international flow of credit
may contribute to growth of world trade
and to economic progress; from a short-run
point of view, availability of credit for sea-
sonal or other contingencies that require
temporary financing of trade may be an
important stabilizing factor in the inter-
national economy.
To the extent that credit is available for
these purposes, foreign countries are enabled
to finance international transactions without
drawing upon official reserves or private hold-
ings. Thus, dollar financing from United
States sources may alleviate pressures on in-
ternational reserves and on exchange rates.
RESERVES AND TRADE
Growth in foreign gold reserves and dol-
lar holdings over recent years has proceeded
at a faster rate than expansion of trade. In
general, as international monetary reserves
grow relative to trade, countries are in a
better position—should they face temporary
declines in export earnings or temporary
adverse capital movements—to maintain pur-
chases from abroad without resorting to
exchange and trade restrictions or other
measures for curtailing foreign payments.
Since September 1949, when gold and dol-
lar holdings of foreign countries were near
their postwar low, the ratio of aggregate
holdings to aggregate annual imports has
risen from 37 to 48 per cent. Most of this
improvement occurred over the past two
years; during the period 1949-52 imports and
reserves had expanded at roughly the same
rate.
Stabilization of foreign imports since 1952,
reflecting in part reduced inflationary tend-
encies as instruments of monetary policy
have been more widely used, has been ac-
companied by further increases in gold and
dollar holdings in many areas of the world,
as the accompanying chart shows. Sterling
Area gold and dollar holdings rose from
30 per cent of imports from countries outside
the Sterling Area in 1952 to more than 45
per cent in 1954; an increase in holdings
during this period was accompanied by a
decline in imports.
The monetary reserves of Continental
Western European countries as a group also
rose markedly in relation to imports. Both
France, whose imports declined from 1952
levels, and Germany, whose imports rose,
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NOTE.—Excludes imports and gold and dollar holdings of U.S.S.R., Eastern European countries, and Mainland China. Gold
the February 1955 issues of these two publications, are annual rates of imports based on the most recent data available,
usually 10 or 11 months.
experienced significant increases in the ratio
of gold and dollar holdings to imports. The
ratio for France rose from about 20 per cent
in 1952 to more than 35 per cent in 1954,
while Germany's ratio rose from the same
low level to 45 per cent. Italy, the Nether-
lands, and Sweden showed moderate in-
creases in their ratios over the two-year
period.
Ratios for Canada and the Latin-Ameri-
can group also rose. Japan, largely because
of expanded imports since 1952, was one of
the few countries to experience a decline in
gold and dollar holdings relative to trade.
Improvement in foreign countries' gold
and dollar positions has been accompanied by
relaxation of exchange and trade restrictions.
In addition, in the past year there has been
some revival of institutional arrangements
and instruments which may contribute to
the effective operation of an international
money market in which funds are permitted
to flow freely and borrowers and lenders ad-
just their positions on the basis of profit-cost
considerations. The reopening of arbitrage
operations between London and other im-
portant exchange markets, the promotion of
acceptance financing for world trade and,
in general, the development of a well func-
tioning international banking system are
aspects of this process of institutional re-
construction. Such facilities in the past have
been part of the market organization sus-
taining currency convertibility.
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ESTIMATED CHANGES IN FOREIGN AND INTERNATIONAL GOLD RESERVES AND DOLLAR HOLDINGS DURING 1954
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1 Represents gold reserves of Bank of France and French dependencies only.
2 Includes holdings of other Continental OEEC countries, Finland, Spain, Yugoslavia, Bank for International Settlements (both for
its own and European Payments Union account), gold to be distributed by the Tripartite Commission for Restitution of Monetary Gold,
and unpublished gold reserves of certain Western European countries.
:
J Estimated gold holdings of British Exchange Equalization Account, based on the figure for total holdings of gold, U.S.and Canadian
dollars as reported by British Government.
4 Excludes gold reserves of the U.S.S.R.
5Includes holdings of International Bank for Reconstruction and Development, International Monetary Fund, and United Nations
and other international organizations.
NOTI<:.—Includes reported and estimated gold reserves of central banks, governments, and international institutions, and official
and private dollar holdings reported by banks in the United States. Dollar holdings include principally deposits and U. S. Government
securities (Treasury bills, certificates of indebtedness, and notes and bonds reported as purchased within 20 months of maturity).
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